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The 
President's 
Scratch-Pad 


§ One of the memorable addresses pre- 
sented before the International Manage- 
ment Congress last month was that given 
by Lewis H. Brown, President, Johns- 
Manville Corporation. It was delivered 
under circumstances that were somewhat 
dramatic, since the two other speakers on 
the platform were Robert J. Watt, Ameri- 
can Workers’ Delegate to the International 
Labor Office, and William Allen White, 
Editor of The Emporia Gazette, represent- 
ing labor and the public respectively. It 
was more than just a good show. It was 
an intensely earnest effort on the part of 
each man to present his views on the sub- 
ject of “A Common Ground For Labor 
and Management.” And on no other 
occasion during the Congress were the 
delegates so deeply moved. 


§ I was particularly impressed by the 
vivid picture Mr. Brown drew of the 
change that has come over business in the 
past 25 years. Since 1911 when Harring- 
ton Emerson set forth the social meaning 
of the new principles of efficiency a whole 
new generation of business managers be- 
gan’ as novices. These men have now 
become senior executives, and all have 
been influenced by the ideals of the scien- 
tific management movement. 


§ One of the very serious handicaps under 
which industry operates today, Mr. Brown 
said, is the public’s lack of knowledge of 
the change in business. management—a 
change which embodies an entirely new 
and enlarged sense of social responsibility. 


g As a result of the conference, and Mr. 
Brown's address in particular, I am more 
convinced than ever that the management 
movement needs a public relations pro- 
gram. Its meaning must be made clear 
to the public, to government, and to those 
parts of industry which have not yet felt 
its benefits. The movement has gained 
greater momentum and importance in 
each year of its existence. But these gains 
have largely taken the form of wider ac- 
ceptance by industry itself of the prin- 
ciples of scientific management. 


Lb & Hoda. 





Wages and Hours 
Law in Effect 
October 24 


Only Minimum Requirements 
Need be Observed 
At Present 


A new phase of industrial relations 
becomes a definite reality in the last week 
of this month when the Fair Labor Stand- 
ards Act becomes operative. On October 
24, employers engaged in producing goods 
for commerce must be sure of at least two 
things: 1. They must be paying all em- 
ployees, except those exempt, a minimum 
hourly wage of 25 cents; 2. They must 
institute a standard work week of 44 
hours. 

Without going into the details of the 
Act, it might be well to state the qualify- 
ing aspects of its two already mentioned 
essentials. No company has to pay higher 
than the stated minimum at once. If 
higher minima are declared they will 
come through recommendation of the in- 
dustry committees and will get the ap- 
proval of the administrator of the law 
before they are enforceable. 

Employees who come under the Act 
can work more than 44 hours, but they 
must be paid one and one half times the 
regular rate. Hours cannot be averaged. 
If an employee works overtime one week, 
and works under 44 hours the next, he 
must be paid the overtime rate for the 
second week, even though the two weeks 
may average less than 44 hours. 

An explanatory pamphlet was issued by 
the Wages-and-Hours division which is 
intended primarily for employees. Four 
million copies are being issued through 
state employment offices. An interpreta- 
tive bulletin on the Act was issued on 
October 12. All the bulletins, publica- 
tions, and utterances by members of the 
Fair Labor Standards office make apparent 
the intention of the administrator to bring 
as many workers as possible within the 
scope of the Act. 

ok * * ok * 

A recent National Labor Relations 
Board ruling again shows the importance 
of the foreman or supervisory employee 
in employer-union relations. The Board 
reiterated its earlier rule that “the attitude 
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BUSINESS 
OUTLOOK 


Strong Recovery 
Under Way 
Industrial Production 
Rising Steadily 





Confirmation is no longer lacking at 
a strong business recovery that showed jt 
self in the beginning of the third quarter 
of this year is continuing at an accelerated = 
pace into the final quarter. This is indi. 
cated by the various authorities contrib’ 
uting to the summaries on the insiden 
pages of this News Letter. q 

Col. Leonard Ayres of the Cleveland§ 
Trust Company points out that the adem 
vance in industrial production from Juney 
to September has been so rapid that it hase 
been surpassed in only one three-monthe 
period since 1919. The occasion wheig 
recovery was even more rapid was in they 
summer of 1933. Col. Ayres considete 
the strength of the current advance pala 
ticularly noteworthy because it has so fairy 
received very little support from the a 
motive industry, and not a great deal fra 
construction. However, with automobiley 
production now steadily rising and com 
struction beginning to increase, it is ay 
most certain that the year will end of a9 
strong industrial upswing. 4 

The security markets have shown such 
strong buoyant tendencies that many ob | 
servers believe that a technical set-back™ 
is inevitable. Such a recession is expected § 
to be temporary, however—only a pausey 
in the fundamental surge upward, whidi® 
to date has been a movement of considers 
able potency. ce 

It is noteworthy that factory payrolls § 
began turning upward in August, follow 
ing a drop of four consecutive months: 
Unemployment also dropped in August] 
In July the number of persons reported : 
as unemployed stood at 13,955,000, while 
in August this figure was 13,478,000—the9 
smallest figure since April. Meanwhile 
in September the number of strikes 7 
dropped off. 4 


Statistical evidence gives assurance that] 
Christmas trade will be equal in volume to | 
that of 1937. Prices, however, are s@ 3 
somewhat under those of last year, $0 a 
dollar amounts will be less. a 
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General 
Outlook 


The national income rose in August for 
the fourth consecutive month and reached 
the highest level for the current year; it 
was, however, 22.7% smaller than in the 
corresponding month last year (October 
8). 


Near-term prospects continue very fa- 
vorable; advance estimate of the Babson- 
chart business volume for the current 
month at 90 indicates a three-point gain 
over September, and business may rise to 
normal some time between now and early 
Spring (October 10-17). 


It is becoming increasingly clear in the 
business statistics that an expansion of 
great potentialities is under way; the 
dominance of the longer-term trend of 
recovery becomes more clear as the war- 
threat unsettlement recedes into the past 
(October 15). 


—— 
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Money and 
Credit 


Bank deposits have continued to rise 
during recent weeks; the decline in com- 
mercial loans has stopped, but no signifi- 
cant increase has as yet been reported; the 
threat of inflation is still a cause of an- 
xiety to business (October 17). 


The supply of funds for investment and 
the available credit resources appear to 


be of unparalleled magnitude (October 8). 


—— 
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Security 
Markets 


Unless this market proves exceptional, 
reactions are to be expected from time to 
time but they cannot be counted upon; at 
present the extent of any probable reac- 
tion would be to approximately the top 
levels recorded in September (October 
20). 


We expect business to continue its gains 
and overtake securities; stocks appear to 
be in the early stages of a broad bull mar- 
ket (October 10-17). 


The strength in the security markets is 
much more than a reflection of the relief 
felt on passing of the war scare; it con- 
stitutes, rather, a measure of the potency 
of the basic recovery forces predicted in 
the last six months (October 15). 


———— 
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Production 


The estimate of this year’s normal de- 
mand for steel has been revised downward 
to 39.2% of capacity from 39.4% a week 
ago; the actual rate of output, however, 
has continued to expand, rising from 
47.9% of capacity last week to 51.4% this 
week (October 15). 


A faster pace is evident in the auto- 
mobile industry; other contributors to re- 
vival include railroad freight, electric 
power and mining; as business works to- 
ward the end of the year, advances of 
10% over September production levels are 
probable (October 10-17). 


Auto production will be multiplied sev- 
eral times over in the next few months 
attained on models 


as volume is new 


(October 8). 
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Distribution 


Building 


Freight car loadings in the third quar- 
ter of this year showed an unusually large 
seasonal expansion over the second quar- 
ter’s volume; the increase amounted to 
11.9%; total loadings, however, were 
21.7% less than in the same period last 
year (October 15). 


From now through the holiday season 
sales should improve vigorously; Christ- 
mas trade is expected to be within at least 
5% of the dollar amount recorded in 
1937; middle-class families should be lib- 
eral buyers (October 10-17). 


Replenishment of depleted inventories, 
after being checked by the war scare, must 
proceed much faster to meet holiday and 


winter trade needs (October 8). 





Building contracts in August reached the 
highest monthly volume this year; funda- 
mentally, however, conditions are unfav- 
orable for building; costs are far too high 
relative to rents; and, a downward trend 
in rents is likely since they are higher than 
the general price level (October 1). 


The basic building trend is upward; 
prospects favor a total volume of construc- 
tion this Fall well above the same period 
of last year, especially in the residential 
field; cost-of-building indexes show signs 
of bottoming out—some, in fact, are turn- 
ing upward again (October 3). 


The huge public works program should 
reach the actual construction stage on an 
increasing scale, thus swelling building 
supply companies’ business, which is al- 
ready benefiting from revival in housing 
(October 8). 
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Agriculture 


The quantity of farm products marketed 
in August was 7.1% larger than in the 
same month last year; this larger volume, 
however, was more than offset by a lower 
price level (October 8). 


The Babson Agricultural Commodity 
Price Index is up from the low point; at 
99.9 on September 24 it was about 2% 
above the previous month but 21% below 
last year; the farm program seems headed 
for some further snags (October 10-17). 


We lean to the opinion that the in- 
ducement to cut acreage is sufficiently 
lucrative to cause substantial compliance, 
in which instance a crop scare in the win- 
ter could materially raise prices of wheat 
(October 15). 
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Commodity 
Prices 


Labor and 





In the week ended October 1, the price 
index of farm products, which reflects na- 
tional income showed a greater decline 
than the index of manufactured goods 
prices; consequently, the purchasing power 
index dropped from 75.5 to 74.9 (Octo- 
ber 15). 


The Babson Industrial Commodity Price 
Index stood at 135.0 on September 30, 
compared with 134.8 the previous month 
and 150.8 a year ago; near-term world 
conditions now tend to lift commodity 
prices (October 10-17). 


Prices are expected to move upward in 
a gradual manner at first under the stimu- 
lation of rising consumption; but the ex- 
pansion may be tempered by the conduct 
of labor toward a 32-hour week and by 
the farm income prospect (October 15). 


—— 
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The factory payroll index, on the basis 
of 1923-1925 as 100 and unadjusted for 
seasonal variation, rose from 70.6 in July 
to 76.9 in August, the highest since March, 
but still 28.9% lower than August last 
year (October 15). 


Nearly 250,000 workers were returned 
to their jobs during the latest month of 
record; there were 193 wage increases in 
15 industries in September; we are evi- 
dently in a period of wage stabilization, 
with pressure on the upside gradually 
growing stronger (October 10-17). 
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Foreign Trade 
and 


Conditions 





Foreign trade is still important to the 
United States but not as important as is 
generally believed; during 1937 the total 
foreign trade of the U. S. was $6,429,- 
000,000, while national income in 1937 
was $69,000,000,000—a ratio of 9.32% 
(October 1). 





We predict little change in the inter- 
national situation for six months or more, 
during which time it will be learned 
whether or not Hitler can be trusted; the 
end of this waiting period will be fol- 
lowed by either an era of peace and pros- 
perity or a great world war (October 17). 





Armament programs will continue to 
be pushed with vigor abroad—and in this 
country also, now that the inability to 
insulate ourselves from the rest of the 
world has been brought home to the 
public in unmistakable fashion (Octo- 
ber 8). 
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Business Week 





Dun’s Review 


Cleveland Trust Company 


National City Bank 





The monthly index of Business Week, 
ich dropped from 122.3 in July, 1937, 
75.6 in June, 1938, is likely to be at 
ist 95 in October, and may touch 105 
next May; further gains would then 
obably be dependent on a revival of pri- 
te investment confidence (October 15). 


War scare and hurricane failed to halt 
the forward progress of trade and indus- 
try; release of tension in Europe has 
buoyed up business sentiment, and early 
October reports show gains over the pre- 
vious month (November). 


The third quarter of this year was a 
period of strong business recovery, and 
that progress is continuing as we enter 
the final quarter; continuation of im- 
provement in October and November is 
almost assured (October 15). 


September has given further confirma- 
tion that a genuine upturn has been made; 
trade and industrial turnover in most lines 
has been well sustained, and most of the 
familiar indexes of business activity are 
higher than they were a month earlier 
(October). 





Corporate borrowing took on new life 
is week with the offering of a couple 
large bond issues and the filing of 
yistration statements with the Securities 
d Exchange Commission for several 
»re (October 8). 





Bank clearings, 22 U. S. cities, Sep- 
tember, $21,732,857,000, 10.2% above 
August, 9.7% below a year ago; Ad- 
justed Insolvency Index (Failures) Sep- 
tember, 61.4, compared with 63.3 in 
August and 41.9 a year ago (November). 


This bank’s index of confidence which 
is based on the differences between the 
yields of corporate bonds of the highest 
quality and those of medium quality, de- 
clined during September after having risen 
since last April (October 15). 





The stock market has reached new highs 
r 1938; henceforth this bull market may 
counter all the profit-taking in the world, 
t the optimists will be fortified in the 
owledge that prices were able to move 
fo new high ground at the crucial mo- 
nt (October 8). 


Security prices fell considerably as the 
crisis developed in Europe, but rallied 
quickly with the Munich accord; Septem- 
ber’s volume of trading exceeded August's 
(November). 


It seems probable that the degree and 
duration of improvement in this recovery 
period depends primarily on the flow of 
new capital into business through new 
issues of bonds and stocks, and in some 
degree on the expansion of bank loans 
to business undertakings «(October 15). 





The Business Week index of industrial 
tivity has made its eighth successive ad- 
nce, with the burden of the forward 
»vement again carried by the automobile 
justry as a result of a 50% jump in 
e rate of output (October 15). 


The trend of industrial production con- 
tinued upward during September to the 
highest level since October, 1937; the 
adjusted index rose to 90 (preliminary), 
compared with 88 in August, 83 in July, 
and 77 in June (November). 


Industrial production as measured by 
the Federal Reserve index increased by 14 
points from 77 in June to 91 in Septem- 
ber; the rapidity of the advance has been 
surpassed in only one three months pe- 
riod since the index was initiated in 1919 
(October 15). 





Railroad carloadings are now approach- 
gy their seasonal peak, and recent figures 
ide much the best showing in compari- 
n with the year before since early last 
inter (October 15). 


The adjusted index of department store 
sales rose more than seasonally from 83 
in August to 86 in September; volume 
was 9% below 1937; rural sales in- 
creased 23% from August to September 
(November). 


The upturns in production and trade so 
far in the second half of this year have 
been large enough to be encouraging, but 
not as yet sufficient to be more than a 
small start towards real recovery (Octo- 
ber 15). 


On September 14, deposits of reporting 
banks were two billion dollars above the 
low reached in March; commercial loans 
have moved disappointingly, but there is 
frequently a considerable lag between the 
commencement of business recovery and in- 
creased commercial borrowings (October). 





Prices of United States Government and 
other high-grade bonds, which softened 
under the threat of war, have since rallied 
strongly; among the foreign list, which 
experienced severe unsettlement, even the 
worst hit issues have recovered substan- 
tially from the lows (October). 





The Federal Reserve index of produc- 
tion made almost as good a rise in August 
as it did in July, the figures for three 
months being 77 for June, 83 for July, 
and 88 for August; according to prelimi- 
nary data September will show another, 
though smaller increase (October). 





Though department store sales during 
the first two weeks of September improved 
to around 5% below a year ago, com- 
pared with decreases of 10-14% during 
most of the Summer, these gains have not 
been fully held; automobile sales 25% 
over last season are predicted (October). 








The latest Government cotton crop es- 
nate puts the 1938 crop at 12,212,000 
les; this is half a million bales or more 
excess of average trade estimates of 
2 crop; sentiment in the cotton markets 
consequently depressed (October 15). 


Building permits for September in 215 
cities (Dun & Bradstreet) were $101,- 
803,716 or 0.8% 


17.3% above a year ago (November). 


above August and 





Crops are above average, but farm in- 
come for the first eight months of 1938 
is reported 14% below 1937; Govern- 
ment price-bolstering 


loans to farmers 


have increased (November). 


The construction industry has not given 
a great deal of support to the current 
advance, despite the fine showing that 
building is currently making (October 15). 


Building contracts awarded for the first 
half of September, while they declined 
more than seasonally from August, were 
14.3% above the same month last year; 
the improvement in the building industry 
is an encouraging element in all calcula- 
tions as to the future (October). 





Farm prices in general have been 
steadier; however, although 1938 plant- 
ings of cotton were reduced under the 
allotment plan by about 23%, the price 
of cotton is the lowest since 1932 (Oc- 
tober). 





The price of crude rubber is in new 
zh ground for the June-October recov- 
1; hide markets have also scored new 
covery highs; cotton is up 50 points 
ym the lows established during the war 
ies (October 8). 


Stronger, more active commodity mar- 
kets reflected the easing of the tension in 
the European political situation; Dun & 
Bradstreet’s Daily Commodity Price In- 
dex reached the highest level since July 
19 on October 10 (November). 





The immediate prospects for the auto- 
ybile industry, and through it for the 
erconnected trades on which the pros- 
rity of the whole economy depends, 
1 be seriously hampered if the unem- 
syed groups in the union ranks enforce 
sir share-the-work policy (October 15). 


Factory employment and payrolls con- 
tinued to increase in September and the 
first part of October, while industries were 
beset with strikes; average weekly earn- 
ings of factory workers in 25 industries 
(NICB) increased 90 cents from July to 
August (November). 


It is being urged that the railroads de- 
crease their expenditures for dividends 
and interest so that they can pay wages 
and salaries; the roads have been follow- 
ing this policy for many years and now 
it is almost impossible to follow it any 
longer (October 15). 


If the stcel industry fails to attain an 
operating level at which it can show a 
profit during the Fall, wages or prices 
are likely to be up for revision (October). 





Business in Europe is sluggish except 
- the feverish activity in the armament 
ints; in England stock market prices 
ve declined, government bonds weak- 
ed, and the pound sagged; in Canada, 
wever, business is improving (Octo- 
y 25}. 








A downward trend in trade and indus- 
trial activity has been under way abroad 
for about a year, and clearly been given 
impetus by the recent alarms of war; the 
volume of industrial production has de- 
creased from 160 last November to 149 
in July (October 15). 





The foreign cotton crop has more than 
doubled from the average production of 
the four years 1921-24, and exports of 
American cotton to Great Britain and the 
Continent have declined measurably (Oc- 
tober). 





ie sources. Copyright, 1938, by the American Management Association. 
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Finance Conference To Be Held 
January 25-26 in New York City 


Committee Under Vice-President 
Flahive Studying Proposed 
Topics for Discussion 





F. B. Flahive, Comptroller, Columbia Gas & Electric Corporation, and Vice- 
President of the AMA Finance and Accounts Division, has announced that the annual 
AMA Finance Conference has been scheduled for January 25-26, instead of December, 
as announced earlier. A check-up of sentiment in the Finance Division indicated that 


this change in time would be more convenient for financial executives. 


The meeting 


will be held at the Hotel Pennsylvania in New York City. 
The first meeting of the Conference Planning Committee was held on October 26. 


A questionnaire form listing topics under 
consideration was prepared, and sent to 
a selected list of 175 members in the 
Finance Division. All those who have 
received this list but have not yet sent it 
in to headquarters are urged to do so. 
The list will also be sent to anyone else 
requesting it. 

Among the topics included in the ques- 

tionnaire are: 

1. Depreciation and Obsolescence—A 
Review and Reinterpretation of 
Fundamentals 

2. Depreciation and Obsolescence— 
Fallacies on the Part of 
(a) Business Executives 
(b) Taxing Agencies 
(c) Public and Stockholders 

3. Taxation and the Flow of Capital 

4. Effects of the Revenue Act of 1938 
and the Implications in 1939 Tax 
Legislation 

5. Estimating the Probability of Infla- 
tion 

6. Inflation Hedges 

7. Corporate Price Policies and the 
Business Cycle 

8. The Growing Cost and Physical 
Burden of Preparing Corporate Re- 
ports to Comply with Tax Regula- 
tions 


With regard to the depreciation topics 
listed above, the Committee is entertaining 
the idea of conducting individual sessions 
for public utility executives, because of 
the special problems created by considera- 
tions of rate structures and governmental 
restrictions. 


Regarding inflation, the Committee 
hopes to present the points of view of fi- 
nance officers from widely differing indus- 
tries. Obviously, the hedges and other 
protective devices a company can employ 
(if “fear inflation” is in the offing) will 
depend upon the type of business in which 
it is engaged. If inflation is included in 
the final program, the Committee prom- 
ises a broad, practical coverage of the 
subject. 

In order to make the Conference specifi- 
cally helpful to as many as possible, those 
who read this are again urged to inform 
the Committee of their suggestions and 
preferences. 








COMPANIES REDUCING 
OPERATING COSTS 
(Continued) 


Erwin H. Schell of the Massachusetts 
Institute of Technology, described the 
company’s history, its products, and its 
organization setup. 

Here are some highlights from the 
various papers: 

North & Judd Manufacturing Com- 
pany :—This company makes about 45,- 
000 items from cast iron, cast non-ferrous 
metals, steel sheet and wire, and brass 
sheet and wire. The multitude of items 
does not permit cost reduction through 
study of individual items. Minimum cost 
is achieved through careful control of 
productive labor, material, and non-pro- 
ductive labor. This control is essentially 
financial and its two principal aspects are 
purchases and labor. W. C. Zinck, Assist- 
ant General Superintendent of the com- 
pany, who presented the paper, stated that 
in his company if an employee made a 
suggestion that permitted economies, the 
employee was given 50 per cent of the 
annual saving effected. 


Republic Steel Corporation:—The 
second largest independent steel company 
in the United States with an ingot capacity 
of 6,500,000 tons. Four fundamental 
methods have been employed in reducing 
costs: (1) installing improved equipment ; 
(2) improving the layout of existing 
equipment—or a combination of this 
method with the foregoing; (3) operat- 
ing some plants at a constant predeter- 
mined rate regardless of orders; (4) re- 
newed emphasis on existing control and 
incentive systems. The third method men- 
tioned by the speaker, who was Earl M. 
Richards, former Vice President in Charge 
of the AMA Production Division and 
Assistant to the Vice President in Charge 
of Operations at Republic Steel, aroused 
the greatest interest. Mr. Richards said 
that their experience in running certain 
units at a predetermined rate regardless 
of order conditions has shown substantial 
reduction in costs, better deliveries, and 
better earnings per man. 

The J. B. Lyon Company :—A print- 
ing company employing about 1000 peo- 
ple in the manufacture of books, maga- 








Personnel Conference 


| Scheduled for New York 


In February 


The AMA mid-winter Personnel Con- 
ference will be held in New York City in 
February, it was decided on November 22 
at a meeting of the committee which is 
planning the conference under the direc- 
tion of C. R. Dooley, Manager of Indus- 
trial Relations of the Socony-Vacuum Oil 
Company, and Vice President in Charge 
of the AMA Personnel Division. Specific 
dates have not yet been arranged. 

The last Personnel Conference was held 
in Chicago, and the 1937 Conference in 
Philadelphia. 

Preliminary discussion of topics at the 
committee meeting indicated that the fol- 
lowing would find a place on the agenda: 
Fundamentals of the Personnel Job; Leg- 
islation Affecting Industrial Relations; 
Non-Financial Incentives; Group Health ; 
Leadership ; Industry’s Social Responsibil- 
ities Regarding Handicapped People, 
Young People, Older Workers. 








zines, catalogs, etc. It has a union shop, 
and operates largely under conditions dic- 
tated by the union. For example the com- 
pany cannot directly set tasks nor can it 
apply time studies as such to operations. 
The company does not control employ- 
ment, except that a foreman does not have 
to employ incompetent people. Skilled 
help is furnished by the union. Direct and 
indirect labor is 50 per cent of the com- 
pany’s total expense. The company seeks 
cost reductions through scientific plant 
design, department layout, increased and 
systematic personal inspection, systematic 
prevention of waste and spoilage. 

General Box Company:—Making 
a complete line of shipping containers, it 
operates 12 plants in various parts of the 
United States. Because the demand for 
shipping containers is so varied, this busi- 
ness is 100 per cent job order manufactur- 
ing. The principal concentration on cost 
reduction has been through inter-organiza- 
tion comparison and competition. Eighty- 
five per cent of the direct labor in the man- 
ufacturing department is performed on an 
incentive basis using an earned hour plan 
almost entirely. The speaker from this 
company stated that very gratifying re- 
sults had been obtained by showing mana- 
gers and superintendents of the plants and 
departments what reductions were being 
effected in other parts of the company. 

Other companies which participated in 
the symposium on costs were: General 
Foods Corporation, The Murray Corpora- 
tion of America, Merck & Company, Inc., 
Hamilton Manufacturing Company, 
Harris-Seybold-Potter Company, Ingersoll 
Milling Machine Company, Remington 
Arms Company, Inc., F. C. Huyck & Sons. 

The production sessions on unit costs 
and other topics will be fully reported in 
the proceedings of the meeting which are 
now being edited. 
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